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PRACTICE 
REVIEW
T H E  R O L E  O F  T H E  
P R A C T I C E  R E V I E W  C O M M I T T E E
A  message of primary importance to every CPA 
prepared by the Committee on Practice Review of 
the American Institute of Certified Public Accountants
NOTICE TO READERS
This bulletin is published for the information and assistance of 
members of the Institute and others interested in the subject. It pre­
sents the views of the members of the 1962-1963 committee on practice 
review. Since it has not been considered and acted upon by the 
Council of the Institute, it does not represent an official position of 
the Institute.
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The Practice Review Committee's role 
in the Program of Self-Discipline 
of the American Institute of CPAs
In any skilled activity worthy of professional standing there 
must be a well organized program of self-discipline. The 
American Institute of Certified Public Accountants has had 
such a program over the seventy-five years of its existence. 
Growth and added complexities in the responsibilities of the 
certified public accountant naturally cause corresponding changes 
in the program of self-discipline in order to meet the needs of 
the members particularly in the area of public responsibilities. 
The most recent change was the creation by action of Council, 
the governing body of the Institute, of the practice review 
committee. The purpose of this pamphlet is to acquaint members 
and other interested parties with the objectives and methods of 
operation of this new committee.
Brief Outline of the AICPA Program of Self-Discipline
The following may be called major steps in the co-ordinated 
program of self-discipline for the independent accounting pro­
fession:
1. Establishment of generally accepted auditing standards, 
approved by the membership, and the issuance of the cod­
ification of statements on auditing procedure and subsequent 
statements by the committee on auditing procedure.
2. Issuance of statements on accounting principles by the
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accounting principles board and its predecessor, the com­
mittee on accounting procedure.
3. Organization of a consultation service whereby members may 
discuss the handling of difficult technical problems in advance 
of the release of their reports.
4. Establishment of staff training and professional development 
programs in order that members may have appropriate means 
of adult professional education.
5. Establishment of the code of professional ethics, approved 
by the membership, violation of which may result in 
disciplinary action by the ethics committee through the in­
stitution of proceedings before the trial board.
6. Organization of the practice review committee to encourage 
compliance with generally accepted accounting principles 
and auditing standards and to eliminate, insofar as possible, 
substandard reporting practices through education and per­
suasion rather than by disciplinary action.
Even such a brief summary as the foregoing cannot fail to 
indicate the hundreds of man-years of service dedicated to the 
development and implementation of this comprehensive plan of 
self-discipline, in which the creation of the practice review com­
mittee is the latest step to fill an existing need of the profession.
Scope of Committee's Activities
Pursuant to a resolution by Council of the AICPA, the presi­
dent was empowered to appoint a committee, with senior status, 
composed of nine members, entitled the “Committee on Practice 
Review.” Under the terms of the resolution, the duty of this 
committee is to review specific audit reports and opinions which 
on their face appear to involve deviations from accepted stand­
ards; and to communicate with the accountant or accounting 
firm who signed the report or opinion under consideration and 
to provide such accountant or accounting firm with the com­
mittee’s views or questions with respect to the report or opinion 
and the related financial statements. The committee does not 
engage in advance consultation with respect to reports in prep­
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aration, this being in the province of the CPA consultation service.
If it is the committee’s view that a report does involve a 
seeming variation from reporting standards, the committee will 
initiate correspondence with the reporting accountant, offering 
the accountant an opportunity by correspondence, or in person, 
to tell the committee more about the matter. It does not disclose 
the source of the report. Response by the accountant will be 
purely voluntary and should not violate confidential relations 
with clients. If and when the committee feels that it has enough 
of the facts to reach a conclusion, it will advise the accountant of 
its conclusions. The committee’s function is purely educational, 
not punitive in nature. It does not refer any cases to the ethics 
committee (members of the ethics committee are not eligible to 
serve on the practice review committee or vice versa).
All communications between the committee and the account­
ants involved are held in confidence by the committee and the 
members of the staff of the Institute who work with the commit­
tee. The committee’s views on a report, with respect to which it 
has corresponded with the accountant involved, are communi­
cated only to the accountant involved and the members of the 
staff of the Institute who work on the matter. If requested by a 
state society committee, having substantially the same function 
as this committee, to advise it as to whether a report prepared by 
an accountant, with whom the Institute’s committee has not 
corresponded about such report, the Institute’s committee will 
furnish its views as to such report to such state society commit­
tee. In such a case, correspondence with the accountant involved 
will be conducted by the state society rather than by the Insti­
tute’s committee.
With the exception of state society inquiries, as mentioned 
above, the committee will not communicate its views on a report 
to the person or persons who call the report to its attention.
It is hoped that the foregoing procedures will encourage the 
submission of reports by members of the Institute and others, 
since it will be understood that matters will be handled in confi­
dence, as indicated, and that no disciplinary action will result 
solely from the submission of the report and from the review by 
this committee.
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The practice review committee, in the beginning, intends to 
focus its attention principally on reports which are a matter of 
public record. These include not only the published reports of 
listed corporations, but any reports filed with state Blue Sky 
Commissions, reports to stockholders of unlisted companies, 
published reports of nonprofit organizations, and in many states, 
reports of governmental units and government supported in­
stitutions.
The greatest volume of unpublished reports are undoubtedly 
those submitted to banks for credit purposes. It has so far proved 
extremely difficult to obtain from banks copies of reports which 
may not conform to accepted standards, with identification of 
the auditor involved. A number of state societies are now work­
ing on this problem. The practice review committee believes 
that for the time being the problem of substandard unpublished 
reports should be left largely to the state societies. However, 
the committee will consider any report submitted to it for review 
in this area, and is most anxious to co-operate with state society 
committees to the full extent practical.
It should be repeated that the objective of the practice review 
committee is educational. Its primary function is to communicate 
with individual accountants or firms who appear to have departed 
from generally accepted reporting standards, and to point out 
the nature of the deviation.
The existence of the practice review committee does not, of 
course, preclude referral by others to the ethics committee, 
through presently existing channels, of complaints alleging viola­
tion of the code of professional ethics. Furthermore, an account­
ant whose report has been the subject of inquiry by the practice 
review committee probably can not successfully plead privileged 
communication with respect to discussions with the committee 
if the report became the subject of litigation involving the 
accountant.
It is believed that by far the largest proportion of reports 
which do not comply with generally accepted standards are the 
result of lack of information on the part of the auditors con­
cerned, and inadvertent errors, rather than any intent to depart 
from accepted standards. In most cases so far handled by the
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committee, the accountants concerned have been most 
co-operative and grateful for the information and advice which 
the committee has provided.
Sources of Information
The practice review committee has invited the following to 
bring to its attention reports which appear to involve deviations 
from accepted standards:
1. The Institute’s staff engaged in the examination of corporate 
reports for the purpose of publishing the annual study “Ac­
counting Trends and Techniques”
2. Members of the Institute
3. State societies and state accountancy boards
4. The Robert Morris Associates, the American Bankers Asso­
ciation, the Investment Bankers Association, credit investiga­
tion agencies, the Financial Analysts Federation, government 
agencies, such as the Securities and Exchange Commission 
and Blue Sky Commissions, which receive audit reports, large 
insurance companies, and mutual funds with widespread 
investments
Method of Operations
In the initial period of operations the practice review com­
mittee intends to have all cases reviewed by the entire com­
mittee and no opinions will be issued without approval of two- 
thirds of the members. As the number of referrals of reports 
increases and as the committee gains experience in its review 
procedures, the committee may, as a practical procedure, work 
through subcommittees of one or more members in the review 
of specific reports. In that event, the chairman will review all 
opinions before they are communicated to the accountant con­
cerned.
The practice review committee will in general follow the 
policy of advising the accountant or firm, whose report is re­
garded as substandard, with specific references to the published 
accounting and auditing standards which have been violated.
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There may be cases, however, of violation of sound principles of 
accounting which, although not dealt with by any of the Insti­
tute’s committees, have been firmly established through accepted 
practice. The practice review committee will express its views in 
any such cases even though it may be unable to cite supporting 
references in Institute literature. To do less would constitute 
failure to meet the educational mission assigned the committee.
The practice review committee deals solely with established 
reporting standards. It does not establish reporting standards in 
the first instance. Similarly, it does not resolve controversial areas 
in respect to reporting standards, or choose one as against others 
of permissible alternatives in reporting standards. (These are 
matters for the accounting principles board and the committee 
on auditing procedure. The committee will advise these groups 
of any problem areas which come to its attention as requiring 
authoritative clarification or new pronouncements. In advising 
these groups of such problem areas, the committee will preserve 
the confidential nature of the communications with it.)
The practice review committee expects to publish examples 
of typical deviations from generally accepted standards for the 
information of the membership generally, explaining the nature 
of such deviations without identification of the auditor.
Staff assistance is rendered by the technical services division 
of the Institute. At the present time, the manager, auditing 
procedure, serves both this committee and the committee on 
auditing procedure.
Relations with State Societies
All state societies have been notified of the appointment of 
the practice review committee and of the scope of its activities. 
Within the near future, the committee intends to provide the 
state societies with a summary of what some societies have 
already done in attempting to encourage compliance with gen­
erally accepted standards at the local level, particularly in 
co-operation with bankers.
State societies which have not yet set up committees for this 
purpose will be encouraged to do so, and all will be asked to 
report their progress to the Institute’s practice review com­
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mittee, and to call on the committee for such advice and assist­
ance as may be desired. The committee will co-operate with 
state society committees in organizing and in developing their 
procedures.
By confining, for the present, the committee’s attention pri­
marily to reports which are a matter of public record, and by 
encouraging the state societies to experiment with procedures 
to deal with unpublished reports, largely those submitted to 
banks and other credit grantors, it is believed that progress is 
being made without delay, and the committee will ascertain by 
actual experience whether there are better ways of dealing 
with the problem.
After this further experience, it is the committees objective 
to develop a co-ordinated program on a national scale, on which 
the Institute and all the state societies may work together in 
close co-operation to eliminate, insofar as possible, substandard 
reports — both published and unpublished.
Special Literature of the AICPA Used as Guide Lines for 
Standards of Reporting Practice by the 
Practice Review Committee
As previously stated this committee does not establish stand­
ards of auditing or accounting practice, but is guided in its 
review of reports by the standards set forth in the official pub­
lished literature of the Institute.
The basic auditing standards, approved by the membership 
of the Institute, are set forth in the following brief summary 
of generally accepted auditing standards:
General Standards
1. The examination is to be performed by a person or 
persons having adequate technical training and pro­
ficiency as an auditor.
2. In all matters relating to the assignment, an inde­
pendence in mental attitude is to be maintained by 
the auditor or auditors.
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3. Due professional care is to be exercised in the per­
formance of the examination and the preparation of 
the report.
Standards of Field Work
1. The work is to be adequately planned and assistants, 
if any, are to be properly supervised.
2. There is to be a proper study and evaluation of the 
existing internal control as a basis for reliance thereon, 
and for the determination of the resultant extent of 
the tests to which auditing procedures are to be 
restricted.
3. Sufficient competent evidential matter is to be ob­
tained through inspection, observation, inquiries and 
confirmation to afford a reasonable basis for an opinion 
regarding the financial statements under examination.
Standards of Reporting
1. The report shall state whether the financial statements 
are presented in accordance with generally accepted 
principles of accounting.
2. The report shall state whether such principles of ac­
counting have been consistently observed in the cur­
rent period in relation to those in the preceding period.
3. Informative disclosures in the financial statements are 
to be regarded as reasonably adequate unless otherwise 
stated in the report.
4. The report shall either contain an expression of an 
opinion regarding the financial statements, taken as a 
whole, or an assertion to the effect that an opinion 
cannot be expressed. When an over-all opinion cannot 
be expressed, the reasons therefor should be stated. 
In all cases where an auditor's name is associated 
with financial statements, the report should contain 
a clear-cut indication of the character of the auditors
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examination, if any, and the degree of responsibility 
he is taking.
A comprehensive knowledge of the fifty-four pages of discus­
sion included in the Institute’s pamphlet on “Generally Accepted 
Auditing Standards, Their Significance and Scope” is essential 
to the professional competence of the certified public accountant.
Auditing procedures can be differentiated from auditing 
standards in that the former deal with acts to be performed, 
whereas the latter relate to measures of the quality of perform­
ance of those acts, and the objectives to be obtained in the 
employment of the procedures undertaken. Auditing standards 
are thus distinct from auditing procedures. They concern them­
selves not only with the auditor’s professional qualities, but also 
with his judgment exercised in the conduct of his examination 
and in his reporting thereon. The practice review committee is 
guided in its review of reports by the “Codification of Statements 
on Auditing Procedure,” and subsequent statements issued by 
the Institute committee on auditing procedure.
For accounting principles, the practice review committee will 
be guided by the accounting research bulletins, still in effect, 
issued by the former committee on accounting procedure and 
by statements issued by the present accounting principles board. 
It should be recognized that the Institute’s statements on ac­
counting do not purport to furnish a comprehensive and co-or­
dinated statement of “generally accepted accounting principles.” 
Rules 2.02 and 2.03 of the code of professional ethics, approved 
by the membership of the Institute, also contain certain funda­
mental guide lines on reporting. Because of their basic importance 
the rules are quoted in full:
Rule 2.02
In expressing an opinion on representations in financial state­
ments which he has examined, a member or associate may be 
held guilty of an act discreditable to the profession if
(a) he fails to disclose a material fact known to him which is 
not disclosed in the financial statements but disclosure of
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which is necessary to make the financial statements not 
misleading; or
(b) he fails to report any material misstatement known to him 
to appear in the financial statement; or
(c) he is materially negligent in the conduct of his examination 
or in making his report thereon; or
(d) he fails to acquire sufficient information to warrant expres­
sion of an opinion, or his exceptions are sufficiently ma­
terial to negative the expression of an opinion; or
(e) he fails to direct attention to any material departure from 
generally accepted accounting principles or to disclose any 
material omission of generally accepted auditing procedures 
applicable in the circumstances.
Rule 2.03
A member or associate shall not permit his name to be asso­
ciated with statements purporting to show financial position or 
results of operations in such a manner as to imply that he is 
acting as an independent public accountant unless he shall:
(a) express an unqualified opinion; or
(b) express a qualified opinion; or
(c) disclaim an opinion on the statements taken as a whole 
and indicate clearly his reasons therefor; or
(d) when unaudited financial statements are presented on his 
stationery without his comments, disclose prominently on 
each page of the financial statements that they were not 
audited.
Conclusion
Deviations from acceptable reporting practices create serious 
problems through their public and private exposure. One prob­
lem is the tendency of other companies to request the same 
questionable treatment from their independent auditors with a 
resultant, further lowering of the average of practice. Unless the 
incidence of substandard reporting is reduced, the entire ac­
counting profession loses stature among those who rely upon 
independent auditors' reports.
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The practice review committee is pleased to assume the re­
sponsibility for leadership in the campaign against substandard 
reporting through educational measures. It is obvious that the 
campaign will succeed only in proportion to the support given 
the committee by each individual member of the Institute. Such 
support must be double-barrelled, first, by referral to the com­
mittee of any known examples of substandard reporting and, 
second, by carefully studying and continuously reviewing the 
guide line literature of the American Institute of Certified Public 
Accountants and by promoting similar actions among other 
accountants within your sphere of influence. The committee on 
practice review appeals for your help and support.
April 1963
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